
STATE OF NEW YORK

STATE TAX COMMISSION

In  the Mat ter  of  the
o f

Franklin Savings Bank

Pet i t io :n

of New York AFFIDAVIT OF MAILING

for Redeterminat ion of a Def ic iency or a Revision
of a Determinatton or a Refund of Franchise Tax
under  Ar t i c le  32  o f  the  Tax  Law fo r  the  Years  1974,
1 9 7 5  &  1 9 7 6 .

State of  New York
County of Albany

David Parchuck,  being duly sworn,  deposes and says that  he is  an employee
of  the Department  of  Taxat ion and Finance,  over  18 years of  age,  and that  on
the  I s t  day  o f  Ap r i l ,  1983 ,  he  se rved  the  w i th in  no t i ce  o f  Dec i s i on  by
cer t i f ied mai l  upon Frankl in  Savings Bank of  New York,  the pet i t ioner  in  the
wi th in proceeding,  by enclos ing a t rue copy thereof  in  a securely  sealed
postpaid wrapper addressed as fo l lows:

Franklin Savings Bank of New York
380 Madison Ave.
New York, NY 10017

and by deposit ing same enclosed in a postpaid properly addressed wrapper in a
(post of f ice or off ic ial  depository) under the exclusive care and custody of
the United States Postal  Service within the State of New York.

That  deponent  fur ther  says that  the said addressee is  the pet i t ioner
herein and that  the address set  for th on said \ r rapper is  the last  knorrm address
o f  t he  pe t i t i one r .

Sworn to before me th is
I s t  day  o f  Ap r i l ,  1983 .
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STATE OF NE!il YORK

STATE TAX COMMISSION

In  the Mat ter  of  the
o f

Franklin Savings Bank

Pe t i t i on

of New York AFFIDAVIT OF MAILING

for  Redetermj .nat ion of  a Def ic iency or  a Revis ion
of  a Determinat ion or  a Refund of  Franchise ?ax
under Ar t ic le  32 of  the Tax Law for  the Years
1974 ,1975  &  1976 .

State of New York
County of Albany

David Parchuck, being duly sworn, deposes and says that he is an employee
of the Department of Taxat ion and Finance, over 18 years of age, and that on
the lst  day of Apri l ,  1983, he served the within not ice of Decision by
cert i f ied mai l  upon Albert  J.  Cardinal i  the representat i -ve of the pet i t ioner ln
the within proceeding, by enclosing a true copy thereof in a securely sealed
postpaid wrapper addressed as fol lows:

Alber t  J .  Cardinal i
Thacher,  Prof f i t t  & Wood
40  Wa11  S t .
New York,  NY 10005

and by deposi t ing same enclosed in a postpaid proper ly  addressed wrapper in  a
(post  of f ice or  of f ic ia l  deposi tory)  under the exclus ive care and custody of
the Uni ted States Posta l  Serv ice wl th in the State of  New York.

That deponent further says that the said addressee is the representat ive
of the pet i t ioner herein and that the address set forth on said hrrapper ls the
last known address of the representat ive of the pet i t ioner.

Sworn to before me th is
l s t  day  o f  Ap r i l ,  1983 .

t , . : . i ' ;1'  ' : .-
01rT Lli :
SEC i ICN
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STATE OF  NEW YORK
STATE TAX COMMISSION

ALBANY,  NEW YORK 12227

A p r i l  1 ,  1 9 8 3

Frankl in Savings Bank of New York
380 Mad ison Ave.
New York .  NY 10017

Gentlemen:

P lease take  no t ice  o f  the  Dec is ion  o f  the  SLate  Tax  Commiss ion  enc losed
herewith.

You have now exhausted your r ight of  review at the adminisLrat ive level.
Pursuant  to  sec t ion(s )  1455 o f  Lhe Tax  Law,  any  proceed ing  in  cour t  to  rev iew
an adverse decision by the Stale Tax Commission can only be inst i tuLed under
Art . ic le 78 of the Civi l  Pract ice laws and Rules, and must be commenced in the
Supreme Court of  the State of New York, Albany County, within 4 months from the
date  o f  th is  no t ice .

Inquir ies concerning the computat ion of tax due or refund al lowed in accordance
wi th  th is  dec is ion  mav be  addressed to :

NYS Dept.  Taxat ion and Finance
Law Bureau - Li t igat ion Unit
Albany, New York 12221
Phone l l  (518) 457-2070

Very  t ru ly  yours ,

STATE TAX COMMISSION

cc:  Pet i t ioner 's  Representa t ive
A lber t  J .  Card ina l i
Thacher ,  Pro f f i t t  &  Wood
4 0  W a l l  S t .
New York, NY 10005
Taxing Bureau' s Representat ive



STATE OF NEW YORK

STATE TAX COMMISSION

In  the Mat ter  of  the Pet i t ion

o f

FRANKIIN SAVINGS BANK OF NEW YORK

for Redeterminat ion of a Def ic iency or for
Refund of Franchise Tax on Banking Corporat ions
under Art ic le 32 of the Tax Law for the Years
7 9 7 4 ,  1 9 7 5  a n d  1 9 7 6 .

DECISION

Peti t ioner,  Frankl in Savings Bank of New York (now, American Savings

Bank) ,  380 Mad ison Avenue,  New York ,  New York  10017,  f i led  a  pe t i t ion  fo r

redet.erminat. ion of a def ic iency or for refund of f ranchise tax on banking

corporat. ions under Art ic le 32 of the Tax Law for the years 1974, 7975 and 7976

(Fi le No. 22959).

A  fo rmal  hear ing  was he ld  be fore  Dor is  S te inhard t ,  Hear ing  Of f i cer ,  a t  the

off ices of the State Tax Commission, Two Llor ld Trade Center,  New York, New

York ,  on  May 21 ,  1981 a t  9 :15  A.M.  Pet i t ioner  appeared by  Thacher ,  Pro f f i t t  &

W o o d ,  E s q s .  ( D o u g l a s  J .  M c C l i n t o c k ,  E s q .  a n d  A l b e r t  C a r d i n a l i ,  E s q . ,  o f  c o u n s e l ) .

The Aud i t  D iv is ion  appeared by  Ra lph  J .  vecch io ,  Esq.  (Samuel  Freund,  Esq. ,  o f

counse l )  .

ISSUES

I. Whether the cei l ing placed upon taxable interest or div idends for

purposes of the al ternat ive minimum Lax under sect ion 1455(b) (2) of  the Tax law,

i .e . ,  f ' the  in te res t  o r  d iv idend wh ich  wou ld  have been c red i ted  i f  i t  had  been

computed and crediLed at the rate of three and one-half  percent per annum,rr

requires the interest to be computed as simple annual interest or in accordance

wiLh pe t i t ioner 's  compound ing  and c red i t ing  prac t ices .
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I I .  Whether  pe t i t ioner 's  use  o f  the  "ac tua l "  in te res t  ra te  in  the  convers ion

facLor  in  i t s  computa t ion  o f  the  a l te rna t ive  min imum Lax  under  sec t ion  1455(b) (2 )

o f  the  Tax  Law was proper .

FINDINGS OF FACT

1.  Pet i t ioner ,  F rank l in  Sav ings  Bank o f  New York  (Lhe "Bank" ) ,  was  the

surviving corporat ion of a merger and is current ly known as American Savings

Bank. Effect ive midnight of  Apri l  24, 1981, American Savings Bank and Empire

Savings Bank merged into Frankl in Savings Bank of New York under the name

American Savings Bank.

2. On i ts returns for the years at issue, the Bank computed i ts tax

l iabi l i ty under the al ternat ive minimum method of subdivis ion (b) of sect ion

1 4 5 5  o f  A r t i c l e  3 2 .

The Bank f i rst  determined i ts "acLual" rate of interest for the year

by dividing (a) the actual amount of div idends and interest credited during the

year '  less  pena l t ies  fo r fe i ted  upon premature  w i thdrawal  o f  t ime depos i ts , t  OU

(b)  the  Bank 's  average da i l y  depos i t  l i ab i l i t y  over  365 days .  In  de termin ing

the  average da i l y  depos i t  l i ab i l i t y ,  a I I  d iv idends  and in te res t  c red i ts  dur ing

the year r .*ere excluded.

YEAR

797 4
19  75
797 6

ACTUALTY CREDITED
(ACCoUNTS oVER 3.s%)

$60  , 563  , 528  . 7  6
63 ,653 ,475 .5 r
70 ,211 ,463 .57

AVEMGE DAILY
DEPOSIT LIABITITY

$1  , 032 ,018 ,  407 .97
1  ,  055  , 77 I  , 527  . 25
7 ,740 ,835 ,  840 .32

''ACTUAL'' RATE
OF INTEREST

5.8684%
6.0324%
6.1544%

Peti t ioner Lhen computed the amount of div idends and interest which

wou ld  have been c red i ted  a t  the  s ta tu to ry  3 .5  percent ,  fo r  those accounts  wh ich

1 
Th i "  Commiss ion  here to fo re  de termined,

lgtk ( . I , r t re 26, 1981),  that the nett ing of
statutory support  and is impermissible.

in the Matter of The Manhattan Savings
. ' .pena l t ies  aga ins t  in te res t  has  no



earned more  than 3 .5  percent ,

such accounts  by  a  f rac t ion ,

denominator of which was the

y e a r .
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by mult iply ing

the numerator of

B a n k t  s  t t a c L u a l t t

the amounts actual ly credited to

which was 3.5 percent and the

ra te  o f  in te res t  fo r  the  par t i cu la r

YEAR

797 4
797 5
1976

YEAR

F ina l l y ,  pe t i t i one r  ca l cu la ted  the  tax  base  by  add ing  (a )  d i v i dends

and interest  which r+ould have been credi ted at .  3 .5 percent  and (b)  d iv idends

and  i n te res t  ac tua l l y  c red i t ed  fo r  accoun ts  wh i ch  ea rned  l ess  t han  3 .5  pe rcen t .

ACTUATTY CREDITED
(ACCoUNTS OVER 3.s%)

$60 ,563  , 528 .76
63 ,653 ,475 .51
70 ,211 ,463 .51

AMOI]NTS WHICH I,iOULD HAVE
BEEN CRNDITED AT 3.5%

FACTOR

3.s /s .8684
3 .s /6 .0324
3 .516 .1544

AMOI]NTS ACTUALIY CREDITED
(ACCoUNTS UNpER 3.s%)

$  7 ,161 .85
11 ,335 .03
72 ,786 .82

AMOIJNTS W}IICH WOULD HAVE
BEEN CRXDITED AT 3.5%

$36 ,120 ,936 .44
36  , 93 r  , 7  46  . 49
39  , 937  , 786 .97

TAX BASE

$36 , r2B ,O9B.29
36  , 943 ,081  . 52
39  , 944 ,573 .73

$  27 ,807 .34
39 ,635 .16
42 ,599  . 39

$  111  ,  230  . 97

7974  $36 ,720 ,936 .44
797  5  36  ,937  ,7  46  .  49
7976  39  , 931 ,786 .97

3.  0n June 9,  1978,  the Audi t

o f  de f i c i ency  asse r t i ng  add i t . i ona l

i n te res t ,  schedu led  as  f o l l ows :

Div is ion  lssued to  pe t i t ioner  th ree  no t ices

f ranch ise  taxes  due under  Ar t i c le  32 ,  p lus

INTEREST TOTATYEAR

r97 4
r975
r97 6

TAX

$21 ,988 .35
33  ,599  .  88
38 ,9  16  .  35

$94 ,504 .58

$  5 ,818 .99
6  ,035  .  BB
3 ,683 .04

$76 ,726 .33

In  order  to determine d iv idends and interest  which would have been

c red i t ed  a t  t he  s ta tu to ry  3 .5  pe rcen t  raLe ,  f o r  t hose  accoun ts  wh i ch  ea rned

more  than  3 .5  pe rcen t ,  t he  Aud i t  D i v i s i on  mu l t i p l i ed  t he  amoun ts  ac tua l l y

c red i t ed  to  such  accoun ts  by  a  f r acL ion ,  t he  numera to r  o f  wh i ch  was  3 .5  pe rcen t



and the

percent )

resu l ts

c red i ted
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denomina to r  o f  wh i ch  was  the  ' r s ta ted ' r  r a te  o f  i n te res t  ( e .g .

.  The  compu taL ion  was  ca r r i ed  ou t  f o r  each  c lass  o f  accoun t

a d d e d r  e  . B . r  ( $ 1 , 0 0 0  c r e d i t e d  t o  5 . 2 5 1 o  a c c o u n t s  x  3 . 5 / 5 . 2 5 )

L o  6 . 0 0 o f  a c c o u n t s  x  3 . 5 / 6 . 0 0 ) ,  e t c .

,  5 ' 25

and  a I I

+  ($1 ,500

The Audi t  Div is ion then calculated the tax base by adding (a)  d iv idends

and  i n te res t  wh i ch  wou ld  have  been  c red i t ed  a t  3 .5  pe rcen t  and  (b )  d i v i dends

and  i n te res t  ac tua l l y  c red i t ed  fo r  accoun ts  wh i ch  ea rned  l ess  t han  3 .5  pe rcen t .

4.  The Bank paid d iv idends and interest  at  a compounded rate for  a l l

accoun ts  excep t  t he  2 ,  9  and  11  pe rcen t  accoun ts ,  on  wh i ch  s imp le  i n te res t  was

pa id .  Pe t i t i one r  compounded  i n te res t  da i l y  and  c red i t ed  i n te res t  qua r te r l y  on

a  365 /360  bas i s .  (The  s taLed  ra te  i s  d i v i ded  by  360  and  i n te res t  compounded  a t

such  ra te  each  ca lenda r  day . )

5 .  Banks  a re  requ i red  to  pub l i sh  t he  r radve r t i sed  e f f ec t i ve "  ra te  o f

i n te res t ,  i n  add i t i on  t o  t he  i l s t a ted r t ra te .  The  adve r t i sed  e f f ec t i ve  ra te  i s

computed for  each account  c lass and is  based upon the assumpt ions that  a sum is

deposi ted on the f i rs t  day of  the year  and remains on deposi t  Lhroughout  the

yea r '  and  tha t  no  w i thd rawa ls  occu r .  A  5 .25  pe rcen t  accoun t  t hus  has  an

adve r t i sed  e f f ec t i ve  ra te  o f  5 .47  pe rcen t .

6 .  The  "ac tua l r r ra te  o f  i n te res t  i s  compu ted  by  t he  Bank  as  p rev ious l y

descr ibed:  by d iv id ing the amount  of  d iv idends and interest  actual ly  credi ted

du r i ng  the  yea r  ( l ess  pena l t i es )  by  t he  ave rage  da i l y  depos i t  l i ab i l i t y  ( exc lud ing

d i v i dends  and  i n te res t ) .  D i v i dends  and  i n te res t  a re  exc luded  f rom da i l y

depos i t  l i ab i l i t y ,  acco rd ing  to  pe t i t i one r ,  i n  o rde r  t o  a r r i ve  a t  t he  "pu re "

depos i t  l i ab i l i t y  and  r r t r ue  cos t r r  o f  i n te res t  t o  t he  Bank .
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7. Under the Audit  Divis ionts method, the computat ion must be done for

each account  c lass ;  aggregat ion  is  no t  poss ib le .  Pet i t ioner  ma in ta ins  (among

other things) that due to the large number of rates and the frequency with

wh ich  ra tes  change,  the  Aud i t  D iv is ion 's  method is  s ign i f i can t ly  more  complex .

8 .  An e lement  wh ich  d is t ingu ishes  the  Aud i t  D iv is ion ts  computa t ion

method from the Bank's method is compounding, and as such, is the crux of this

proceed ing .

The Bank excluded dividends and interesL from average dai ly deposit

l iabi l i ty in calculat ing t 'acLual" rate, thereby el iminat ing the compounding

e lement .

The  Aud i t  D i v i s i on ' s  me thod ,  on  the  o the r  hand ,  t akes  i n to  cons ide ra -

t ion the compounding e lement  through the use of  the I 's tated"  raLe.  Under such

method,  Lhe tax bases for  two accounts which have d i f ferent  compounding f requen-

c ies ,  bu t  a re  i den t i ca l  i n  a l l  o the r  respec ts ,  w i l l  no t  be  equa l ;  no r  w i l l  t he

Lax  bases  fo r  two  accoun ts  w i t h  d i f f e ren t  s ta ted  i n te res t  r a tes  (ove r  3 .5

pe rcen t )  ,  wh i ch  a re  i den t i ca l  i n  a l l  o the r  respec ts ,  be  equa l .

CONCLUSIONS 0F lAI,j

A. That  sect ion 1451 of  the Tax Law imposes upon every banking corporat ion

exerc is ing i ts  f ranchise or  doing business in  th is  s tate a Lax to be computed

unde r  sec t i on  1455 .  Subd i v i s i on  (b )  o f  sec t i on  1455  p rov ides  the  me thod  fo r

computat ion of  the a l ternat ive min imum tax l  paragraph (2)  of  sa id subdiv is ion,

as  i n  f o r ce  du r i ng  the  yea rs  a t  i s sue ,  p rov ided :

t tFor  a savings bank and savings and loan associat ion,  two percent  of
t he  i n te res t  o r  d i v i dends  c red i t ed  by  i t  t o  depos i t o r s  o r  sha reho lde rs
dur ing the taxable year ,  prov ided that ,  in  determin ing such amounL,
each  i n te res t  o r  d i v i dend  c red i t  t o  a  depos i t o r  o r  sha reho lde r  sha l l
be deemed to be the in terest  or  d iv idend actual ly  credi ted or  the
interest  or  d iv idend which would have been credi ted i f  i t  had been
computed and credi ted at  the rate of  three ut rd on.-hal f  pElcent  pet
annum, whichever is  les
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B. That the al ternat ive minimum tax was adopted in 1945 (t .  7945, ch.

764)  as  subd iv is ion  (3 )  o f  sec t ion  219-q  o f  the  Tax  Law.

"[A] savings bank shal l  be subject to a minimum tax of not less than
ten dol lars and not less than an amount equal to two per centum of
the amount of interest credited by i t  to depositors during the
ca lendar  year  p reced ing  tha t  in  wh ich  such Lax  becomes due.  .  .  " .

In 1951 savings banks became subject to Federal  income tax, and

because earn ings  were  r i s ing  and in te res t  pa id  to  depos i to rs  was (and is )

deduct ible under the Internal Revenue Code, savings banks began to pay higher

inLeres t  ra tes  to  the i r  depos i to rs .  In  1953 sec t ion  219-q(3)  was amended to

place a statutory cei l ing on the al ternat ive minimum tax (L. 1953, ch. 282).

" [A ]  sav ings  bank  and sav ings  and loan assoc ia t ion  sha l l  be  sub jec t
to a minimum tax of not less than ten dol lars and not less than an
amount equal to two per centum of the amount of interest or div idends
cred i ted  by  i t  to  depos i to rs  o r  shareho lders  dur ing  the  ca lendar  year
preceding that in which such tax becomes due, provided that,  in
determining such amount,  each interest or div idend credit  to a
depos i to r  o r  shareho lder  sha l l  be  deemed to  be  the  in te res t  o r
dividend actual ly credited or the interest or div idend which would
have been credited i f  i t  had been computed and credited at the rate
o f  two per  centum per  annum,  wh ichever  i s  less . . . " .

In  1968 the  ce i l ing  was ra ised to  th ree  percent  per  annum (L .  1968,  ch .  247) ;

and in  1977,  to  3 .25  percent  and aga in  to  3 .5  percent  per  annum (L .  1977,  ch .

7 0  a n d  7 1 ) .

C.  That  the  1953 amendment  to  sec t ion  219-q(3)  impos ing  a  ce i l ing  on  the

tax base for purposes of the al ternat ive minimum tax was drafted by the Depart-

ment of Taxat ion and Finance and introduced in the legislature at the Department 's

request.  An examinat ion of the bi l l  jacket contents reveals that.  the cei l ing

was inLended to equal the f i rst  Lwo percent of interest actual ly credited to

depos i to rs r  accounts .

" [B ]y  the  Revenue Ac t  o f  1951,  [Congress ]  sub jec ted  sav ings  and loan
associat ions, which had theretofore been exempt, to federal  income
Laxat ion  fo r  the  f i rs t  t ime.  Sav ings  banks  were  s imi la r ly  made
sub jec t  to  federa l  income taxa t ion  by  the  same 1951 enac tment .



Thereunder,  amounts credi ted to deposi torsr  accounts are deduct ib le
and th is  has led to increases in  the d iv idend rates f rom two percent
to two and one-hal f  percenL or  h igher .  The amendment to subdiv is ion
3 of  sect ion 219-q modi f ies the a l ternat ive min imum tax based upon
such d iv idend credi ts  to l imi t  the appl icat ion of  the tax to the
f i r s t  two  pe rcen t  o f  i n te res t  c red i t ed  to  depos i t o r s ' accoun ts  - -  t he
base upon which this minimum tax has been computed for a number of
yea rs . "  Le t t e r  t o  Hon .  Thomas  E .  Dewey  f rom Commiss ione r  Spence r  E .
B a t e s ,  M a r c h  2 3 ,  1 9 5 3 .

"The present tax on savings banks is 4rz per cent of net income, after
dividends, with a minimum tax of 2 per cent on dividends declared.
The b i l l  wou ld  make the  fo l low ing  change [  ] , . . .Ad jus t  the  min imum
tax Lo 2 per cent on dividends declared up to a rate of 2 per cent. ' r
Legislat ive Memorandum.

"Under exist ing law, savings banks are taxed 2 per cent on the total
amount  o f  d iv idends  pa id  depos i to rs .  The proposed leg is la t ion ,  wh i le
maintaining the 2 per cent tax rate, would conf ine i ts appl icat ion to
the f i rst  2 per cent of total  div idends, exempting from taxat ion al l
payments to depositors in excess of that amount.  In this connect ion
i t  i s  in te res t ing  to  no te  tha t  the  in te res t  ra tes  o f  most  sav ings
banks and savings and loan associat ions even at the present t ime are
higher than the proposed 2 per cent Lax cei l ing." Memorandum of New
York  Sta te  Bankers  Assoc ia t ion ,  March  13 ,  1953.

See a lso  Governor 's  Memorandum,  1953 New York  S ta te  Leg is la t i ve  Annua l  341.

D. That in the computat ion of the statutory cei l ing, pet i t ioner 's compounding

and c red i t ing  pracL ices  musL be  taken in to  cons idera t ion .  InLeres t ,  le f t  on

depos i t  a f te r  c red i t ing ,  en ters  in to  the  tax  base.  Pet i t ioner 's  exc lus ion  o f

inLerest and dividends credited during the year from the average dai ly balance

was thus improper.  The tax base for the al ternat ive minimum tax wi l l  indeed

increase as  the  f requency  o f  c red i t ing  inc reases  or  as  the  ra te  o f  in te res t

r i ses ,  as  no ted  in  F ind ing  o f  Fac t  ' r8 r ' ,  s ince  the  amount  o f  in te res t  ac tua l l y

c red i ted  to  depos i to rs '  accounts  I i kewise  inc reases  under  e i ther  c i rcumstance.

E . That  wh i le  the  pe t i t ioner 's  use  o f  the  ac tua l  ra te  o f  in te res t  in  i t s

convers ion  fac to r  (descr ibed in  F ind ing  o f  Fac t  "2" )  p roduces  a  more  re f ined

tax  base Lhan the  Aud i t  D iv is ion 's  use  o f  the  s ta ted  ra te  in  such fac to r

(desc r i bed  i n  F ind ing  o f  Fac t  "3 " ) ,  t he  pe t i t i one r ' s  conve rs ion  fac to r  does

no t  re f l ec t  pe t i t i one r ' s  compound ing  and  c red i t i ng  p rac t i ces .  Pe t i t i one r  a l so
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erroneously netted penalt ies forfei ted upon premature withdrawal of t ime deposits

in computing i ts conversion factor.  Accordingly,  the Audit  Divis ion is hereby

directed to recompute pet i t ioner 's al ternat ive minimum tax l iabi l i ty by recomputing

the ' factual"  inLerest rate in the conversion facLor by taking cognizance of

pe t . i t ioner 's  compound ing  and c red i t ing  prac t ices2 and by  inc lud ing  a l I  pena l t ies

forfei ted upon premaLure withdrawal of t ime deposits as fol lows:

1 .  D i v i de  toLa l  i n te res t  and  d i v i dends  c red i t ed  fo r  t he  t axab le
year ( inc luding penal t ies for fe i ted upon premature wi thdrawal
of  t ime deposi ts)  by the number of  days in  such year .

)-  
On September 12, I978, the Taxpayer Services Divis ion publ ished a memorandum

(TSB-M-78(21)C), sett ing forth the method whereby the al ternat ive minimum tax
was to be computed thenceforth. I f  the simple annual rate of interest is
greater than 3.5 percenL per year,  the al ternat ive minimum tax is computed as
f o l l o w s :

"1 .  Accounts  a re  g rouped as  to  type ,  tha t  i s ,  a l l  accounts  wh ich
have the same simple annual rat .e of interest (e.g. 5>z% per annum),
the  same d iv idend facror  G6a/360,  365/365,  365/360) ,  rhe  same merhod
o f  c o m p o u n d i n g  ( e . g . d a i l y ) ,  t h e  s a m e  b a s i s  o f  c o m p o u n d i n g  ( e . g . d a y
of deposit  to day of withdrawal),  and the same frequency of credit ing
in te res t  to  the  account  (e .g .  month ly )  a re  g rouped together .

"2. Ascertain the amount" of  interest which would have been credited
to that type of account for each period for which interest is credited
as i f  the simple annual rate of interest had been 3'z% per year.  That
is,  the same method that is used in determining what amount of
interest is to be credited to an account for the simple annual rate
of interest shal l  be used when applying the 3\% rate of interest.
For purposes of computing the amount of interest which would have
been c red i ted  in  the  case o f  da i l y  compound ing ,  i t  i s  permiss ib le  to
use the average dai ly balance for the period for which interest is
credited raLher than the actual dai ly balance for each day in such
per iod .  For  example ,  i t  i s  permiss ib le  to  use  the  da i l y  ba lance fo r
the period January 1 to March 31 i f  interest is credited to that type
of  account  quar te r ly . I t

The memorandum is effect ive for years subsequent to those herein involved.
Computa t ion  o f  pe t i t ioner ts  tax  pursuant  to  th is  memorandum is  no t  poss ib le
s ince  the  record  conta ins  insu f f i c ien t  ev idence o f  the  t ransacL iona l  h is to rv
o f  each type o f  accounL.



- 9 -

2. Mult ip ly the resul l  determined in step 1 by the number of
days in the f i rst  quarter.  AIso make this computat ion for
the second and third quarters. The result  is the interest
and dividends credited aL the end of each quarter (herein-
a f te r  "quar te r ly  in te res t " ) .

Mult . ip ly the quarter ly interest for the f i rst  quarter (as
computed in step 2) by 97 (the number of days in the second
quarter) and add to the result  the total  dai ly deposit
l iabi l i ty as computed by the taxpayer for the second
quar te r .

Mult ip ly the sum of the f i rst  and second quarter ly interest
(as computed in st .ep 2) by 92 (the number of days in the
third quarter) and add to the result  the total  dai ly deposit
t iabi l i ty as computed by the taxpayer for the third quarter.

Mult ip ly the sum of the f i rst ,  second and third quarter ly
interest (as computed in step 2) by 92 (the number of days
in the fourth quarter) and add to the result  the total  dai ly
deposit  l iabi l i ty as computed by the taxpayer for the fourth
quar te r .

Add to the amounts determined in steps 3, 4 and 5, the total
dai ly deposit  l iabi l i ty as computed by the taxpayer for the
f i rs t  quarLer .

Divide the sum computed in step 6 by the number of days in
the  taxab le  yea r .  The  resu l t  i s  t he  pe t i t i one r ' s  ave rage
dai ly  deposi t  l iab i l i ty  for  the taxable year  ( tak ing
cogn i zance  o f  pe t i t i one r ' s  compound ing  and  c red i t i ng
pract ices and penal t ies for fe i ted upon premature wi thdrawal
o f  t i m e  d e p o s i t s ) .

The  "ac tua l t t  r aLe  o f  i n te res t  i n  t he  conve rs ion  fac to r  i s
computed by d iv id ing (a)  the actual  amount  of  d iv idends
and interest  credi ted dur ing the taxable year  ( inc luding
penal t ies for fe i ted upon premaLure wi thdrawal  of  t ime
deposi ts) ,  by (b)  the amount  determined in s tep 7 ( the
pe t i t i one r ' s  ave rage  da i l y  depos i t  l i ab i l i t y  f o r  t he
t a x a b l e  y e a r ) .

F.  That  the pet i t ion of  Frankl in  Savings Bank of  New York is  granted to

the  ex ten t  i nd i ca ted  i n  Conc lus ion  o f  l aw  "E r r :  t ha t  t he  no t i ces  o f  de f i c i encv

3 .

4 .

7 .

B .



i ssued June 9 ,  7978 are  to

mod i f ied ,  the  de f ic ienc ies

DATED: Albany, New York

APR 0 1 1983

_  1 0 _

be mod i f ied  accord ing ly ;  and tha t  except

are  in  a l l  o ther  respec ts  sus ta ined.

ACIIIG

a s  s o

STATE TAX COMM]SSI

IDENT

COMMISSIO


